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Date: 1210/24/ Time: 18:29 
Sample: 1970 2009 
Series: RESERVES INTEREST Y M2 EXCHANGE INFLATION 


Lags interval: 1 to 1 


Eigenvalue | Ratio | Critical Value | Critical Value No. of CE(s) 
0.838939 At most 1 * 
0.671240 At most 2 * 
0.538605 At most 3 ** 


0.104561 | 4.196756 At most 5 * 


*(**) denotes rejection of the hypothesis at 5%(1%) significance level 
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L.R. test indicates 6 cointegrating equation(s) at 5% significance level 
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Method: Least Squares 
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Included observations: 38 
Test assumption: Linear deterministic trend in the data 
Series: NFA INFLATION Y INTEREST DCREDIT 


Lags interval: 1 to 1 
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49.06473 | 29.68 35.65 At most 2 ** 
19.25350 | 15.41 20.04 At most 3 * 


*(**) denotes rejection of the hypothesis at 5%(1%) significance level 


L.R. test indicates 4 cointegrating equation(s) at 5% significance level 
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| Coefficient std. Error |z-Statistic |Prob. 
ptf. 130814 _|0.177261 |0.737977_|0.4605 


LOG (DOMESTIC__ |-8.598478 |2.317804 |-3.709752 |0.0002 
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i Variance Equation 


R-squared 
S.E. of regression 
1682.091 Schwarz criterion 
Log likelihood F-statistic 17.25181 
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Dependent Variable: LOG(RESERVESH) 

Method: Least Squares 

Date: 1210/24/ Time: 18:02 
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largely due to an increase in the banking 
system’s credit to the government. Credit 
to nongovernment sectors also grew by 
about 22 percent. In a move to tighten 
monetary policy, the central bank raised in 
July the reserve requirement on domestic 
and foreign currency deposits and started 
to withdraw maturing investment deposits 
in commercial banks. 


Regarding the external position, Sudan 
started to recover from the severe terms of 
trade shock of 2009. The current account 
deficit narrowed during the first half 
of 2010 to an estimated US$2.8 billion 


compared to US$4 billion during the first 
half of 2009, mainly reflecting higher oil 
exports receipts. 


Overall, although the negative impact of 
the global crisis is still weighing on the 
Sudanese economy, a relative improvement 
is in the offing in 2010. However, continued 
implementation of the measures envisaged 
under the SMP is critical to sustain the 
turnaround given the challenges facing the 
economy in 2011. 


$$ 


continued attention. Nonperforming loans 
remain elevated in a number of countries. 
Regulatory frameworks and supervision 
should be strengthened in line with global 
efforts to reduce regulatory cyclicality, 
strengthen liquidity and capital buffers, 
address systemically important institutions, 
and enhance bank resolution practices. 
Saudi Arabia’s countercyclical provisioning 
provides an example of successful 
implementation of such macro prudential 
policies. 

Sudan: Coping with the Adverse 
Exogenous Shocks” 

Sudan, like most countries in the region, 
suffered from the global crisis mainly 
through the trade and financial channels, 
and a decline in remittances. 


Sudan witnessed a severe terms of trade 
shock. The drop in oil prices from US$147 
a barrel to between US$50 and US$60 in 
2009 led to the sharp drop of export and 
fiscal revenues. The magnitude of the shock 
was aggravated by the lack of diversity 
in Sudan’s exports — oil accounted for 90 
percent of exports in 2009. 


Against this background, Sudan undertook 
strong corrective measures under the 
framework of a Staff-Monitored Program 
(SMP) negotiated with the International 
Monetary Fund for the period 2009-10. The 
agreed policy package aimed at leveraging 
on fiscal and monetary policies to maintain 
macroeconomic stability, safeguard and 
rebuild foreign exchange reserves, while 


1- This analysis will not cover 2011, given that prospects for that year hinge on the 
outcome of the referendum of January 2011. 


avoiding an abrupt and costly external 
adjustment. 


Preliminary data point to an_ overall 
turnaround in 2010 with improvement on 
several fronts, compared to 2009. Economic 
growth is expected to recover moderately 
in 2010 on account of a buoyant nonoil 
sector. A pick up 1n agriculture and services 
is expected to boost non-oil GDP growth to 
about 5 percent. 


Oil growth is however projected to be flat 
as oil production would remain broadly 
at its 2009 level. Twelve-month inflation 
stood at 13 percent in July, reflecting the 
increase 1n international food prices, and an 
expansionary monetary policy. However, 
inflation 1s expected to slightly moderate to 
about 10 percent by year-end. 


The fiscal stance in 2010 improved 
compared to 2009. Although lackluster 
oil revenues associated with lower tax 
collection translated into revenue shortfalls, 
expenditure will be lower than expected 
because of notable under-execution in both 
current and capital spending. 


The fiscal deficit on commitment basis, 
projected at 3.2 percent of GDP in 2010, 
will represent a substantial improvement 
compared to a deficit of 4.7 percent of GDP 
in 2009. 


Monetary policy was expansionary in the 
first half of 2010, but was tightened starting 
in July. Twelve-month broad money growth 
remained at about 30 percent in June, 


== 


while external financing conditions have 
improved, domestic credit is picking up only 
slowly, and investment demand 1s subdued. 
As such, growth in non-oil activity remains 
lackluster at 37%—4'2 percent, indicating a 
need for continued policy support through 
2011 in most countries. 


Most countries with fiscal space—mainly 
the GCC, Algeria, and Libya—target 
additional fiscal stimulus in 2010 and 
2011. But some, including Saudi Arabia, 
are seeing inflation picking up, which may 
call for a tempering of stimulus in 2011. 
Iran, Sudan, and Yemen have less fiscal 
space and have already embarked on fiscal 
consolidation. In most countries, monetary 
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policy remains expansionary to revive 
private-sector credit growth, although some 
central banks are starting to unwind their 
quantitative easing. 


Over the medium term, all o1l producers—to 
differing degrees—will need to pursue fiscal 
consolidation to safeguard the sustainable 
use of hydrocarbon revenues, while 
promoting diversification and employment 
creation. Measures to support these goals 
include reorienting spending toward social 
and development needs, revisiting energy 
subsidies, and diversifying the revenue 
base. 


Banking system development requires 
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to be faster 1n economies that had smaller 
output losses during the crisis, stronger 
pre-crisis fundamentals, more room for 
policy maneuver, and deep links with 
fast-growing trading partners. China’s 
increasingly wide trading network 1s driving 
growth prospects in numerous economies, 
especially commodity exporters. Strong 
internal dynamics are supporting near-term 
erowth in other emerging economies, too. 
However, economic prospects are subdued 
in major advanced economies, where much- 
needed policy adjustments—in the form 
of financial sector repair and reform and 
medium-term fiscal consolidation—have 
only just begun. 


This will weigh on growth in emerging 
economies, raising the need to boost 
domestic demand. At the same time, 
capital will continue to flow toward strong 
emerging and developing economies, 
induced by relatively good growth prospects 
and favorable interest rate differentials. 


A sustained, healthy recovery rests on two 
rebalancing acts: internal rebalancing, 
with a strengthening of private demand in 
advanced economies, allowing for fiscal 
consolidation; and external rebalancing, 
with an increase in net exports in deficit 
countries, such as the United States, and a 
decrease 1n net exports in surplus countries, 
notably emerging Asia. The two interact in 
important ways. Increased net exports in 
advanced economies imply higher demand 
and higher growth, allowing more room 
for fiscal consolidation. Strengthened 
domestic demand helps emerging market 


economies maintain growth in the face of 
lower exports. 


A number of policies are required to 
support these rebalancing acts. In advanced 
economies, the repair and reform of the 
financial sector need to accelerate to allow 
a resumption of healthy credit growth. Also, 
fiscal adjustment needs to start in earnest in 
2011. Specific plans to cut budget deficits 
are urgently needed now to create fiscal 
space. If global growth were to slow by 
significantly more than expected, countries 
with fiscal room could postpone some of 
the planned consolidation. Meanwhile, key 
emerging economies will need to further 
develop domestic sources of growth, 
with the support of greater exchange rate 
flexibility. 


MENA Oil Exporters”: Well Placed to 
Focus on Meditum-Term Challenges 

MENA oil exporters’ fiscal and external 
balances will improve markedly 1n response 
torising oil prices and oil production levels. 
The combined external current account 
surplus of these countries 1s expected to 
increase to US$120 billion in 2010 and 
US$150 billion in 2011 from US$70 billion 
in 2009. In the Gulf Cooperation Council 
(GCC) alone, the improvement is estimated 
at about US$50 billion from 2009 to 2011. 


Oil GDP growth—projected at 324’ 
percent in 2010 and 2011—is likely to 
stay below pre-crisis levels. Moreover, 


1- In addition to Sudan, the group of MENA oil-exporting countries comprise Algeria, Ba - 
rain, Iran, Iraq, Kuwait, Libya, Oman, Qatar, Saudi Arabia, the United Arab Emirates, and 
Yemen. 

2- Oil prices are projected to rise from US$62 per barrel in 2009 to US$76 in 2010 and 
US$79 in 2011. 


a 


World and Regional Economic Outlooks’ 
and the Impact on Sudan 


by Ahmed Zorome, Resident Representative for Sudan 
International Monetary Fund 





Despite Downside Risks World Recovery 
Is Proceeding Steadily 

The global economic recovery is proceeding 
broadly as expected, but downside risks 
remain elevated. Global activity expanded at 
an annual rate of about 5 percent during the 
first half of 2010, and is forecast to expand 
by about 4’4 percent through 2011, with a 
temporary slowdown during the second half 
of 2010 and the first half of 2011. 


Overview of the World Economic Outlook Projections 
(Percent change) 
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"Simple average of prices of U.K. Brent, Dubai, and West Texas Intermediate crude oil. The 
average price of oil in U.S. dollars a barrel was $61.78 in 2009; the assumed price based on future 
markets is $76.20 in 2010 and $78.75 in 2011. 


* Average (measured in U.S. dollars) based on world commodity export weights. 





* The Regional Economic Outlook (REO) is prepared biannually by the Middle East and 
Central Asia Department (MCD) of the International Monetary Fund. The October 2010 
issue provides a broad overview of recent economic developments in 2009 and prospects 
for the remainder of 2010 and 2011. 





Economic prospects remain uneven across 
countries and regions. Output of emerging 
and developing economies is projected to 
expand at rates of 7-64 percent in 2010-11. 
In advanced economies, growth 1s projected 
to average only 2’ percent, implying 
continued substantial slack. Low consumer 
confidence and reduced household incomes 
and wealth are holding consumption down 
in many advanced economies. 


Their recoveries will remain fragile for 
as long as improving business investment 
does not translate into higher employment 
growth. However, household spending 
is going well in many emerging market 
economies, where investment is propelling 
job creation. 


At the same time, financial conditions 
have improved—after having suffered 
a major setback during the first half of 
2010 with the European sovereign debt 
crisis—but underlying sovereign and 
banking vulnerabilities remain a significant 
challenge amid concerns about risks to the 
global recovery. 


In general, the pace of recovery 1s expected 





